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PROBABLE DEVELOPMENTS IN TAIWAN 


SUMMARY * 


Ne Chinese Nationalist regime on Tabwan. 
will effect political and military adjustments 


: igh ati oy geen Alb err eigen al 
spiciiic request, in a reappraisal of the survival po- 
tential of the Chinese Mutlonalist regis on Taiwan 
in tha Ueht of US pulley anncuncements that the 
TS wil not support Taiwan beyond the ecanamie 
ald already given, ‘hia speclfic estimate hos hoe 
nada within the broader framework of tha couttu- 
slong reached in ORE 76-49: “Datwan remains the 
ane nim-Comimniinist area of China where postive 
US milltary action could be effective in preventing 

. Chinese Comminnist contro) and thershy direstiy 

serve important 0 strateric infereste, Withont 

major armed intervention, US political, economis, 
and logistis support of the present Nationalist island 
regime cannot Insure its fadefinite survival BA Te 
Comminivt base. Comrmuutist capabilities are suck 
that only extended US military occupation and cone 
teal of Taiwan aan prevent ita eventual capture and 
U8 miliary occupation and control, « ndmCommu~ 
. Sist nginecn Taiwan probably ell succumb to the 
‘Chinese Communists by the end of 1060." 


bidiseiemmmbcsatcmente dE 


suitictently realistic to make possible a miccess- 
ful defense of Talwan against a combination 
economic situation on Taiwan is not of itself 
& source of serious dissatisfaction, but visible 
and latent dlgafection among both the Tht 
Wahese and Chinesa, arising from a variety of 
other causes, is apparent. Such disaffection 
is a serious weakness in itself and provides‘a _ 
gteat potentiality for widespread Communist 
subversion, Limited military defections are 
igiown to be cecurring, Substantlal defections 
en. bloc ate to be expected In the event of an 
extemal attack, Considering these weak- 
nesses of the Nationalist position on Taiwan. 
snd the military potentiality of the Chinese 
Communists, the latter are estimated to pos- 
seas the capability for carrying out their fre- 
quently expressed intention of selxing Tai. 
wan durlig 1950, and will probably do so dur- 
ing the period of June-December, 


Hote: The Intelligence Organization of the Hepartment of Stare hag eoneurred in thig pe» 


part, for dissents hy the Depurtmenty of the Army, Ravy, tind the Ale Panes, son 
Enclosures A, B, anid O, respectively. This report contains information ayailatile to OLA 


as Of Lf February (450. 








PROBABLE DEVELOPMENTS IN TAIWAN 


1. Political Stuation. 
after a half-century of Japanese role, has been, 
administered ag a Chinese Nationalist prov 
ince since May 1947" It is now also the seat 
of the refugee National Government of China, 
which was transferred te the taland from 
Szechwan on & December. 1949, Although 
Chiang Kabehek had been preparing the is- 
land as a final Natfonalist refuge for more 
than 2 yeer, the transfer of the “provislonal 
capital” to "Taipei, China” hes brought addl- 
. Uonal remnants of Nationalist political and 
military unlts fo Talwan and places tiport the 
defenders of that island virtually. the whole 
burden of continued Mattonallst resistance 
ta the Chinese Communists. 

‘The position of the National Government 
‘on Tatwan go far as control of the Taiwanese is 
concemed Is relatively strong. Because of 
siteng forces of disintegration now at work 
within .the government and military catab- 
lishment, however, an Invasion could be ex- 
pected te precipitate a quick collapse. 

The presence of the refuges National Gov- 
ernment of China on Taiwan probably will 
sopment the disunity, ineMiciency, defeatism, 
seb other weaknesses which have spelled dis- 





"Legally, ‘Taiwan t wot now regarded as & part of 
Ching, However, with the sanction of the principal 

powers, Talwar has been onder Chincse Natlonellst 
aditinistestion striae Chotoler 1945, Im accord with 
the Calva Beciovation of 1 December 1949, Ia which 
the 08, the UK, snd China anupimeed that “Man- 
éhuria, Formosa, and ‘the Pescadores shall ‘be. ree 


reattirmed the Cairo Declaration in. the Potsdoat 
Pretkamabion of 36 fuly 1645, which the USSR aub- 
sequently endorsed, Nettie the US ner any other 
prwer, Rowever, hex formatiy recoprined the an-« 
sexaiion of Taiwan by Ching althoagh Une 068 hag 
atimiited ated acquiesced in China's da facte com 
tral, and the itand's dowel sietas—iile that of ole 
Tapanise-ecoupled teeritorles in which the UE and 
athet participants in the war with Japan have an 
intemest—remains te be determine im the negotia~ 
Won of the Japenese peice treaty. 


aster for fhe Nationalists on the matiniand, 
Nationalist political control over the Taiwan 
eon, however, which bas been dependent for 
the most part on the presence of Nationalist 
garrison forces thera, has been greatly aug. 
‘mented, Since the Communist crossing. of 
the Yangtze in April 1949, many additional 
Nationalist Army units, as well as the Na- 
tonalist Navy and Alr Forea, have bean con- 
centrated on the island. The considerable 
welght of Natlonalist armed forces on Taiwast 
assures the continuation of firm Nationalist 
polttteal control and the maintenance of gatis- . 
factory intemal security. so long as factors 
making for dieruption ai nok combine and in- 





Disunity, # major ohstacta in the path of 
Nationalist efforts toward stability on Tal- 
wan, has been demonstrated recently by con- 
Hiets over such issues ag reform, defense prep- 
aretiona, and attempted shifts in the aliot- 
ment of military and political power. This 
factionalism, which, is acute.in both military 
and political circles, probably will be concealed 
in the immodiste future in order to present 
a united Nationalist fromt for the solicitation 
of US ald. 

The polliical maneuvering of Chinue. Kat. 
shek to perpetuate bis personal control 
ever the remaining Netional Government 
and Fuomistang machinery has contributed - 
greatly to disunity, The struggle for power 
bebween the “eli guard’ In the Eudominteng 
and the more moderate elements probably 
will be intendified as.Chiang attempts a ficlion 
ef reform without upsetting the balance 
among the adherents ipon whom his personal 
power depends, As attsire in Taiwan oon 
tinue to degenerate, existing factionalism can 
te expected to assume open forms. 

Yarlous reports during recent months, for 
example, have indicated that Gan Li-jen, the 
UWs-edurated peneral charged with Taiwan's 
defense, hes been planning a comp d'état 
alted at the preservation of Chiang as 4. 





fp blank’ 
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figurehead and the simultaneous liquidation 
of mast of Chiang's close associates, A num 
ber of factors militate against the probabllity 
of such an attempt at present. Remorse of 
the contemplated move have been widely dis- 
semingted and are Inown to Chiang's entou- 
rape, Also, Buns I inexperience and 
saul military leaders suggest his probable in- 
ability to undertake such a revolt. Finally, 
Sun would be unlikely to attempt a coup in 
any case, Without.tangible assurance of U8 


The appointment of KC. We, former mayor . 


of Shanghal, ag Provincial Goveraot of Taf- 
wanthough advertised as evidence of in- 
tended reform of the pravinclal administration 
under clvitien control—is expected nelther to 
lead to reforms nor to keep down the Inevite- 
ble'conflict between the provincial and the na- 
onal governments, Regardless of Wu's ad- 
. Tiinistrative ability and experience, he fs 
’ sériguely hampered by the opposition of the 
former Governot, cld-line generals, and Kua 
mintang leaders, all of whom are well are 
trenched in the national and I 


governments, Wu has found that his suthor-. 
‘ty Is invited to civilian: affairs on. the pro-- 


yinicial level, and he ts also restricted by the 
presence in Talwan of the Nationalist Govern» 

Within even this limited field of authority, 
Governor We is further restricted by the in- 





‘fvence of Chisng Kai-chek. Chiang’s con- 


trol of the National Government and Party 
machinery, now reduced to its most loyal core, 
ig SW sleong; moreover, Chiarg will not will- 
ingly relinquish his active role as leader of the 
Nationalists, In addition, Wu bas a Tong 
record of loyalty to Chiang, fer whom he has 
been an ardent apologist. It is improbable, 
therefore, that Wu will be able to act inde. 
pendently of Chiang in any matter of im- 





2. Economic Situation, 

Despite the increase in the island's populs- 
tion during the past year, ‘Taiwan has a food 
surplus and Will continue tg have so long 
as fertilizer imports continue. Irstustrial xe. 
covery since V-Day has been aubstantiaL i 


the government ts to realive the full tenefits of 
agricultural and industrial recovery, however, 
favorable foreign trade relations and affi- 
clent trading institutions will have ta be es . 
tablished : 


The Nationalist fiscal situation is deteriorat- 
ing, and eventually the continuing tidgetary 
deficlta are expected to wipe out the govern- 
iments holdings Im specla and foreign ex- 
change. Despite this fact, Nationalist firan- 
celal resources probably are adequate to per- 
nut comtioued bperatlons through 1090, and 
the baste economic situation in Talwan of- 
tere no immediate threat ta intemal security? 


3. Military Situatian. 
a, Strength, Composition, and Disposition 


of Notionalist Forces. 


be under the control of the Taiwan regime to- 
‘tals 416,000, of whom 295,000 are Army, $1,000 
Air Force, and 40,000 Nevy (including 6,600 
Marines). Of the Army's 35 infantry divi- 
sions (§ to 10 thousand men per division), ap- 


_proximately cue-half are Joceted in the Chou- 


shan Tslands and on Quemoy Istand. The re- 

mainder, Including approximately 23,000 Ar- ‘ 
moced Force Personriel and 6,000 troops of the _ 
Artlilery Command, are located on Taiwan 
dnd the Pescaderes, . - 

The Nationalist Navy has 17 combat vessels 
in operation {including ¥ deployed between 
Shanghal and Foochow) and 21 vessels under 
repair. All naval operations are based an ‘Taj- 
wan, The largest wnits are former Japanese 
destroyers, In addition to these $6 shins, the 
Nationalists have a comparatively large tum- 
bar of auxiliary vessels and smaller craft avail 
able for patrol operations, . 

The Nationalist Air Force is composed of 
two Light Bomber Groups, four Pighter 
Groups, two Transport Groups, and one Phote- 
teconmalggance Squadron, All Air Force units 
are based on Taiwan, An estimated 428 ain 
craft, with a 60 percent serviceability rafa, ace 
assigned to tactical units, A few fighter and 
aircraft are rotated for oporations 
from an, advenee base in the Chou-shan archi- 

‘A detalled statement af the current ecosomic 
sitantion on Tatwan Js seb forth in the Appendix. 
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pelaga, and special operations are -conducted 
from other remaining Nationalist bases gear 
__ &, Nationalist Military Copabitities and 
in the present Chinese Nationalist milltary 
organization no provision is made for inter- 
service coordination below the level of the 
control over subordinates, even those of lesser 
rank, by playing one apainet another in com- 
petition for his personal favor. Coordination 
can be obtained only thramgh. Chiang whose 
past reeord is one of politically motivated 
meddling in tactical operations, The posal. 
bility of-schicving an effective woordinated ef. 
fort among Nationalist armed forces through 
. the supervisory direction of Chiang himself ap. 
pears unrealizable, With or without Chfang, 
such coordination cannot be realized so long 
as politics plays its traditionally dominant rote 
in Chinese military organization, ‘ 
(1) Ariny. os 
Tadividually, the troops commanded by 
Chinese Nationalist regime on Talwan are 


“ < geod-raw material, The resources available 


to the Nationalist regime (which include suh- 
stantial stocks of individual arms, automatic 
weapims, Hight artillery, ammunition, other 
materiel, some arsenal capacity, and mone- 
tary reserves) are Potentially adequate to 
equip and to maintain these troops both for 
& cable internal security requirements and 

‘for a major defensive operation, Actually, 
however, Nationalist troops and units are in. 
adequately equipped, trained, and led. Needed 

' ‘Wateriel is held in disorganized depots and 
dumps, and there is no system for the contral 
and distribution of supplies. 

The Nationallst officer carps is professionally 
inept. Advancement is by favor rather than 
by mierif, and loyalties tend to he personal 
rather than organizational or national, 

Factioval splits in the Nationalist high com- 
mand prechide proper exaroise of leadership 
in any of the services. The pattem of divided 
tespunsibitity and overlapping authorlty, for 
cxiimple, has blocked the efforts of General 
Sun Li-jen—regarded by s0tee IS observers. 
to be the most capable Nationalist Army of. 





efforts to infiltrate and to disaifert NaHonalist 
forces on Talwan, and the chances are that 
Nationalist Army fs ripe for Communist ing - 
tration and subversion. Successive defeats an 
the mainland have lessened the Nationalist 
will to fight, and disaffection can be expectdd 
to appear among amafority of the Nationalist 
troopa when confronted with the threat of 
attack, Military wilt defections will ocour 
whea, but not until, the military leaders deam, 
such action expedient, .- ‘ “ : 


(2) Navy. ee 
So far as numbers of ships and personel : 


- 8G concerned, the Nationalist Navy is pres- 


ently adeqti te for a defense of Taiwan againgt 
& major Chiness Communist 
saulk, Fuel cou He 
it On emetiency; factional strife, which exists 
between the old Navy elique and the Gorn: 
mander in Chief, an exirmy man, does Kot 
constitute an Insotuble problem, Foy con- 
tinued success agaitist p. Communist assault, 
however, the Natlorialict Navy will heave to de- 
pend on four factors, all of which are un- 
certain: = - : ete 

(a) Adequate maintenance of veaeiis: 

(b} Adequate planning and performance of | 
operations: 7 

{2} Coordination of efforts with ground and 
air forces, especially fn the matter of coor- 
dination with air reconnatssance and support; 

(d) Individual loyalty ang Willingness to 
fight. of 
Nationalist vessela now on patrol stand in 
heed of many minor repairs. If current aper- 
ations are continued;. these minor require. 
tients will become serious probleme within six 





: months, at which time the frente part af the 


Nationalist Navy wilt be immobilized, 
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(3) Air Perce. 

Nationalist Air Foree operations are ape 
ent upon forelen sources of logistic support, 
and to a depres upon those individuals in the 
Air Force who reecived U8 training. Mainte- 
nance facilities are United and the spare parts 
shortage, partially the result of an Inadequate 
supply system, has led to the common practica 
of afreraft cannibalization. Although signit- 
cant alvoraft reserves are now limited to trans- 
’ port and Mosquite (Ught bomber} aircraft, the 


recent receipt of forty-five F-51 altreratt has 


improved the immediate fighter capabilittes of 
the CNA. Eight 1-25"s have aiso been deliy- 
ered to the Nationalists sinte September 1949, 
Puel on, hand tg estimated to be adequate for 
5% ‘months’ operations at the current rate of 
expenditure, and air facilities on ‘Taiwan are 
adequate for operations, . 

Air Force operations during the major Com- 
munist advances on the Chinese mainland 
were yenerally inoffective,.. Although weak- 
nesses in maintenance and supply were at- 
tribulable in large part to administrative 
inépttiess. aud poot tactical ‘techniques, in- 
cluding woisallstactory pilot and crew briet- 
_ ings, week’ command structure and & lack of 

inler-service cooperation were equally Lrapor- 
‘fant, Most important of all was the lack of 
will fo fight.” ~ 
Since June 1940, when the Alr Fores with- 
drawal to Taiwan was completed, the Nation- 
alist Ale Fores has shown improvement in oper- 
ations against transport and industrial tar- 
gets, mostly in the Shanghai-Nanking ares, 
and against other targets in tho “blockade” of 
Shanghal and the dafensze of the. Chou-shern 
Tslands. As to thé “blockade,” 1 fe probable 
that the threat of aff-action rather than any 
outstanding record of actual interceptions has 
been the principal contribution of the Air 
Foree, ‘While reports on effective alr partict- 
pation in the defense of the Chow-shan Islands 
indicate a potential for local cooperation, the 
: problems of cooperation involved in a pro 
tracted defense of Taiwan. would not be com- 
parable either in the degree or continuity of 
inter-sorvice cooperation required, 
. The Afr Force, under the leadership of a 
notrilying ex-Anmy officer, reports directly ta 
Conaraliasins Chiang, but the two deputy 


commanders also enjoy the personal favor of 
Chiang, Aga result, in the event of disagree. 
ment within the Air Force high command, ” 
econtradictkay orders reportedly are often is- 
sued by the commanding General and his oper- 
ational depuly, ax coming directly from Gen- 
eralissino Chiang. 


Past defections in the Air Force, though not 


Jarge-scale, indicate successful Communist ex. 


ploitation of low morale among some CNAP 
personnel, ‘The present limitation of missions 
fa those fight personnel whose families are 
resident in Taiwan indicates continued Air 
Patce concer over fhe prevention of further 
defections, During the past six months, how- 
ever, the morale of the Bylbg crews is reported 
to have improved. : 
The operational alr strength consists af 174 | 


” fighters, 91 light bombers, 14 reconnaissance 
. planes, and 148 transports, Current National 


Ale Force capabilities against a Communist 


assault on Talwan are considered good. itis ~' 


estimated that with the present atocks of fuel 
and ammunition, and current alreraft condl- 
tion, the Air Force is capable of conducting 
12,230 sortles with combat aircraft and 2,500 
sorties with tranzport aircraft, At the pren- 
ent rate of aperations, this total capabllity will 
be heavily dissipated hy mmid-1050, : 


4, Communist Intentions and Capabilities with 


Respect to Taiwan, 
a sonia: 


control over" colton was prnmunced in Jan- 
uary 1840 when the Communists designated 
the island as one of sivteen key areas even 


* tually to be “liberated” trom Nationalist rule, 


and the intention to take tite island in 1950 
hag been strongly retterated. ‘Phie mission has 
beer. Bsslened to ‘the Commander of the East 
China Meld forces. Communist propaganda 
hide emphasined Taiwan's Involuntary role as 
Chisng Kat-shek’s last fortress and has reft- 
erated that Communist forces must occupy the 
island, both fo end the Nationalist blockade 
of mainland ‘ports and to destroy the Iast 
veatige of Chinng’s regime, ‘This propaganda 
has also exploited the thenw of US “imperial- 

ist" designs on Taiwan and has expressed can- 
cern lest action by some outside power or 











group of powers interfere with the Communist 
gecupation and sdministration of the island. 

b, Capabilities, 

(1) fafiltration and Subversion, ; 

Although the progress of Communist pene- 
tration in Talwan cannot be estimated with 
precision, it is belleved to be at present still 
in the early stages among the military and 
civilian population. Although the ‘Talwanese 
themselves ate anti-Communist, thelr disiike 
for the Nationalists, together with their po 
litical immaturity, renders them susceptible 
to Comuminist propaganda. 

Communist penetration of Taiwan probably 
will increase as the Communist military prepe~ 
rations progress, Low morale already pre- 
vails in ‘many Natlonsllst naval, air, and 
ground nits. Nearly all the Chinese have 
home and families In mainland China, and 
there exizts 8 generally hopeless wullook for 
long-term Nationalist resigtanmes. Moreover, 
fhe Chinese population In Taiwan, military 
and ¢lyli, may perceive possible advantages to 
be derived fram accommedation with the Com- 
munists. For theve reasons, the Chinese pop. 
ulation is considered fo he generally yuinerable 
te Comimtinist infiltration and subversion, 
idkewlse, many Taiwanese may decide to as 
sist in the overthrow of the Nationalists, in 
the desperate hope of an improved lat under 





the Communists, 

(2) Military Copabiiitizs. 

(a) Strength, Composition, ated Disposition 
of Communist Forces, 

The Army represents almost the entire 
Chinese Comtaunist military strength. ‘For 
purposes of this discussion, Commenist army 
forces of concern are those of the Rust China 
Field Forces, largely infantry troops, sup- 
ported by light artillery, roughly grouped in 
two sub-areas; 
Nanking-Shanghai-Hangchow, Mingpa 

aren. . 282,000 

34,000 
246,000 
in addition, Communis} military manpower 
Teserves aro sulficient to allow any necessary 
Ptenforcsmiant of these forces, 


TOTAL, 


The Chinese Communist Navy, made up af 
units and persennel defected from tha Ha- 
Uonelist Navy, possesses or can obtain three 
operational destroyer escorts, 70-TH landing 


craft of various types, numerous barges and: 


tugs, as well 28 90 ex-UNRA fishing trawlers, 
most of which are sultable only for water-ditt. 
Prospects for expansion are dependent on {1} 


further Nationaltst defections and (2) reha- - 


bilitation of the Ught cruiser Chungking 


“which, although damaged by Nationalist air 


ultack at Hututao, may have been refloated, 
and may now be undergoing repairs at Dairen, 


‘There is also the possibility of direst Soviet 


naval assistance, overt or covert, 

The Chinese Comumumist Air Foree is an un- 
certain factor. Although the CCAP has nat 
bear observed In tactical operations, reparts 
of training activity in Manchuria since carly 
i947, Nationalist defections of aircraft, pilots, 
and technicians, and the possibility of Soviet 
advisory and logistical assistance all lead ta 
the conclusion that the Chinese Communists 
have at least an air forces which might be em- 
ployed as a “one shot" threat spainst Taiwan 
in actual, limited support of an amphibious 
operation, Ag In the case of the Navy, the 
Communist Air Foree might be bolstered by 
further Nationalist defections or by more di- 


(b} Capabilities and Limitations of Com: 


ntunist Perces. 

‘Troop dispositions of the Chinese Comuntt- 
nist Rast Ching Field Forces constitute a land, 
force adequate in number and fighting quality 
to overcome the Nationalist Army Foreds on 
Taiwan once landings in force have been, 


made, Weapons and ammunition do not con- - 


stitute any particular problem for the Cam- 
munists. Moreover, they bave available guf- 
ficient powered landing-craft to transport at 
Teast 60,000 troops on a single lift, These 
ineans for transport can be augmented by im-~ 
provising native craft if needed and some ad+ 
ditional landing-craft may be purchased from 
abroad, . 

‘The most apparent Communist military lim- 
ifations are defictencles in supporting air and 
Havel forses necessary for eseart of an are. 
phibious aperation, However, in view of the 





a 
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serious Nationalist’ athe: these Com- 
munist deficiencies are more apparent than 
real. Basically, Talwan’s defenses are weak- 
ened by the factors af disunity and inentness 
and by tendencies toward defection. Im addi- 
. Hien, the defense of Quemoy and Chou-shan 
Islands haa wedkened and is farther dissipat- 
ing the military strength on Taiwan and eon- 
comftantly is providing the Nationalists with a 
false sense of security. The Communists can 
furthermore so explolt thelr capabilities for 
subversion, infiltration, and sabotage on Tai- 
wan ag to cause key Nationalist railitary defec- 
fons and otherwise neutralize Important Na- 
tlonalist defenses at a oritiesl time. 1 ts un- 
likely that progress of Communist prepara- 
tions ta bring about a Nationalist collapse by 





_. these means will be strongly in evidenice before 


that critical time arrives. 

Ta an operation against Taiwan, the Corn- 
taunists will select the optimum timing con- 
paki aati political considerations and rela 


own ering: capabilities and a staning Na- 
tionalist military potential), This optiraum 
period will probably extend trom June to De- 
eember 1950. Other factors such as substan- 
tial Soviet assistance or presstyves growing out 
ef current Mationaliét Tiliifary operations 
tight cause an advance in the Com- 
Hinnist timetable, Meteorciagical constdera- 
tions would indicate an operation either juat 


before or after the June-September typhoon 


Season. 





APPENDIX 
THE ECONOMIC SITUATION 


1, Agriculture, 

Taiwan's 1949 harvests eliminate the possi- 
bility that « food shortage will threaten the 
National Government, “The rice crop iy 1049 
is estimated al 1.2 malllion tons, approximately 
the same asin 1948" With increased acreage, 
rica production in 1950 fs expected ta exceed 
that of 149, Sweet pertatoes, the other basic. 
foadstuif of the Istand, will also be In ample 
supply. Moreover, current ‘TPabwanese ford 
surphises are not being drained off to the niain- 
land, 4 fact that insproves the island’s foreign 
trading position. — 

Continued agricaitural surploses are da 
pendent, however, on the availability of fer. 
tilizer, and ECA has been stipptying an im- 


portant proportion of ‘Taiwan's fertilizer re. 


quirements. Although local fertilizer produc- 
tion is increasing, if is insufficlent to meet 
these requirements, and ‘Taiwan's future agri- 
cultural prosperity will demand continued sup. 


Nie recent reports indicate some improve- 
ment in Chinese administration, particularly 
in regard to the 1949 land reform program, 
with a consequent lessening of the burden on 
the farm population, the National Government 
of China le faced with the necessity of imposing 
heavy rice requisitions on the farmers ta feed 
the army and civilian additions to the island's 
& Industry and Foraign Trade. 

Heapite evidences of Natlonalist maladminis- 
tration, industrial production, which is almost 
tntirely a government responsibility in ‘Tat 
Wan, has shown a substantial recovery since 

“The 1948 rice barvest provided an exportable sur- 
plus of perhaps 100,000 tons, most of whiel, was 
inigelod to the malniind. Although the tland’s 
Population has iieressed daring the past yeor, the 
1949 crop will provide a surplus over domestic food 
Foqiivemients. 


Vi-Day. All stries, Including sugar, coal, 
salt, cement, electric power, and fertilizer, are 
producing {i larger quantities now than they 
were in the yeara immediately after the Japa. 
nese suirender, Although over-all production 


is stil bulow wartime records, some industries” 


have exceeded prewar levels and the output of 
fertilizers exceeds even wartime levels, 
fadustrial output, ike sgricultural produd- 
tion, will probably be maintained or increnseed, 
in the eaming year, if Taiwan does not become 
a theater of war. For the present, Taiwan has 


adequate domestic resources, Exportable sur. - 


pluses of sugar a2 well as other {tems lke tea, 
coal, fruits, and sal ether with “ECA 
funds—will provide the means for iraporting 
such essential supplies ag fertilizers, raw cot- 
ton, textiles, petroleum, and machinery. 


trade, however, forms « large seg- 


ment of the Talwanese economy, and the pro- 


ductivity of this economy will depand upon. the 


establishment of favorable foreign trade rela- 
Until thig is accomplished—and only 4 start 


in this direction has been made—the henefits — 


ta the Nationalist regime resulting from the 
physical recovery of agricultural and indus- 
trial output must be regarded as largely poe 
tential rather than realized, 


3. Finance, ; 

The most unfayorable aspect of the eco- 
nomic situation on ‘Taiwan is the Nationalists 
financial plight, The island, with = popula- 
tion of about seven million, offers a limited po- 
tential for tax revenues. In order to support 
the increased civil staff transferred from the 
mainland, as well as the island‘s heavy mili- 
tary establishment, the national and provin- 
cial governments are necessarily incurring 
teficits. «fa meet these deficits, the Hational 
ists are dipping into thelr specie and foreign 
exchange reserves. Reports from the US Fed- 


s 


~BEOREL~ 9 











eral Reserve System on official Chinese dollar 
holdings in the US, together with less reliable 


information on the size of Generallasina 


Chiang’s gold Hoard in Teiwan, indicate that 
the Nationalists may have hed as much as $100 
million in specie and foreign exchange re- 
corves at the beginning of 1950, With these 
financial resources, the Nationalist regime can 





probably continue through the eurrent year, 
Ultimately, however, these reserves will be tile. 
sipated. The financial solvency of the Na- 
tonal Government of China will thus be 
threatened and, in the event that Nationalist 








ENCLOSURE A | 
DISSENT BY THE INTELLIGENCE DIVISION, DEPARTMENT OF THE ARMY 


The Intelligence Division of the Department 
of the Army dissents for the following reagons: 

i. The study averemphasizes and mistepre- 
sents the extent of intemal disaffection and 
subversion in Talwan. Field intelligence of 
the past six months indicates an improvement 
of morale among military forces in Taiwan, ac 
well os increased effectlyentss of anti-cubyer- 
sive activities on the Island. 

2. The treatment of the political and ecx- 
nemic sectlone of the study appear to ba mam 
tually inconsistent, particularly for an eati- 


mate of an Asiatic area, The former 

a rather dismel situation, whereas in. the lat- 
ter, the altuation Iq described ag fairly stable. 
Since the economic capability of the Istand is 


. not given sufficient recognition tn the political 


analysis of the subject, 1 1¢ felt that the nege- 
tive aspects of the political situation are over- 
stressed, 

4. ‘The estimate does not tales into account 
the current and possibly continuing adverse 
conditiony on the mainland which might re- 
tard the Communist timetable for an. invasion 
attempt of ‘Taiwan, - 
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ENCLOSURE & 


DISSENT OF THE OFFICE OF NAVAL INTELLIGENCE - 


The Office of Navai Intelligence dissents 
from ORE 7-50 because certain factors affect- 
ing Nationalist and Communist capabilities in 
the eatimete are overemphasized, while other 
factors are misinterpreted, Since the factors 


ate overemphasized and misinterpreted in fa- 





wor of the Chlness Communist capabilities, the 
conclusions as drawn are considered to be er- 
roneous and the Chinese Natlonatist eapalili- 
tiles to resist an Invasion of ‘Taiwan are Under. 
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ENCLOSURE € 
_ DISSENT BY THE DIRECTOR OF INTELLIGENCE, UNITED STATES AIR FORCE. 


‘The Director of Intelligence, United States 
Air Force, dissents for the following reason: 
‘The Chinese Communist capability of sels- 
ing Talwan is dependent primarily on the de- 
gree af outside assistance they can obtain In 
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puilding up the ofr and naval strengths re- 


‘quired fo support a large scale amphibious 


operation, It is estimated that the lack of 
fharal and ale power will delay the Communist 
esaault agkinest Talwen until iate 1990 or 
early 1061, , 
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